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HOUSE BI LL NO. 3001

"An Act approving issuance of a license by the conmm ssioner of
revenue and the commi ssioner of natural resources to TransCanada
Al aska Conpany, LLC and Foothills Pipe Lines Ltd., jointly as
i censee, under the Al aska Gasline Inducenent Act; and providing
for an effective date."

- HEARD AND HELD
SENATE BI LL NO. 3001
"An Act approving issuance of a license by the conm ssioner of

revenue and the conm ssioner of natural resources to TransCanada
Al aska Conpany, LLC and Foothills Pipe Lines Ltd., jointly as
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| i censee, under the Al aska Gasline | nducenent
for an effective date."

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
Bl LL: HB3001

SHORT TI TLE: APPROVI NG AG A LI CENSE
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR
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Heard & Hel d
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M NUTE( ENR)

ENR AT 10: 00 AM TERRY M LLER GYM
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ENR AT 1: 00 PM TERRY M LLER GYM
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06/ 20/ 08 (S) ENR AT 9: 00 AM ANCHORAGE

06/ 20/ 08 (S 9am - 5pm - Testinmony <lnvitation Only>

06/ 24/ 08 (9 ENR AT 1: 00 PM MAT- SU

06/ 24/ 08 (S) Heard & Held

06/ 24/ 08 (S) M NUTE( ENR)

06/ 26/ 08 (9 ENR AT 1: 00 PM KENAI

06/ 26/ 08 (S) Heard & Held

06/ 26/ 08 (S) M NUTE( ENR)

07/ 01/ 08 (S BILL CARRIES OVER FROM 3RD SPECI AL
SESSI ON

07/ 01/ 08 (S ENR AT 9: 00 AM BARROW

07/ 01/ 08 (S) Heard & Held

07/ 01/ 08 (S) M NUTE( ENR)

07/ 08/ 08 (S ENR AT 1:00 PM KETCHI KAN

07/ 08/ 08 (S) Heard & Held

07/ 08/ 08 (S) M NUTE( ENR)

07/ 09/ 08 (S ENR AT 1:30 PM TERRY M LLER GYM

07/ 09/ 08 (S) Heard & Held

07/ 09/ 08 (S) M NUTE( ENR)

07/ 10/ 08 (S ENR AT 8: 00 AM TERRY M LLER GYM

07/ 10/ 08 (S) Heard & Held

07/ 10/ 08 (S) M NUTE( ENR)

07/ 11/ 08 (S) ENR AT 9: 00 AM TERRY M LLER GYM

07/ 11/ 08 (S) Heard & Held
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07/ 12/ 08 (S) Heard & Held
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07/ 13/ 08 (S) Heard & Held

07/ 13/ 08 (S) M NUTE( ENR)

07/ 14/ 08 (S) ENR AT 9: 00 AM TERRY M LLER GYM

W TNESS REG STER

TONY PALMER, Vice President

Al aska Busi ness Devel opnent

TransCanada Al aska Conpany, LLC

Cal gary, Al berta

PCSI TI ON  STATEMENT: Provided coments and responded
guestions during the day's presentations.

CURT MOFFATT, Attorney, law firmof Dennis Staugman (ph.)
Washi ngton D. C

PCSI TI ON  STATEMENT: Provided coments and responded
guesti ons.

to

to
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Bl LL MOGEL, Attorney

Saul Ewi ng; Consultant

to the Legislative Budget and Audit Committee

Washi ngt on D. C.

POSI TI ON  STATEMENT: Provided comments and responded to
gquesti ons.

DONALD SHEPLER, Attorney

G eenberg Traurig, LLP

Consul t ant

to the Legislative Budget and Audit Committee

Al aska State Legislature

Washi ngton, D.C.

POSI TI ON  STATEMENT: Provided coments and responded to
guesti ons.

KEN M NESI NGER, Att orney

Greenberg Traurig, LLP; Consultant

to the Legislative Budget and Audit Committee

Al aska State Legislature

Washi ngton D. C

POSI TI ON  STATEMENT: Provided comments and responded to
guesti ons.

JEFF WRI GHT, Deputy Director

O fice of Energy Projects

Federal Energy Regul atory Comm ssion (FERC)

Washi ngton, D.C.

PCSI TI ON  STATEMENT: Provided coments and responded to
guestions during the day's presentations.

STEVEN PORTER, Consultant

to the Legislative Budget and Audit Committee

Al aska State Legislature

Tehachapi, California

POSI TI ON  STATEMENT: Provided comments and responded to
guesti ons.

LOYOLA KEQUGH, Attorney

Bennett Jones LLP

Cal gary, Al berta

Canada

POSI TI ON  STATEMENT: Provided coments and responded to
guestions during the day's presentations.

BI LL LEI GHTY, Director
Lei ghty Foundati on
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Juneau, Al aska
POSI TI ON STATEMENT:
SB 3001.

JAMES H WLLI AM
Val dez, Al aska
POSI TI ON STATENENT:

Testified during the hearing on HB 3001 and

hearing on HB 3001 and SB 3001.

HENRY STEVENS
Juneau, Al aska
PGSI TI ON STATEMENT:

heari ng on HB 3001 and SB 3001.

ALAN KEECH
Tok, Al aska
PCSI TI ON STATEMENT:

heari ng on HB 3001 and SB 3001.

W LLI AM WARREN
Ni ki ski, Al aska
POSI TI ON STATENENT:

heari ng on HB 3001 and SB 3001.

PAUL D KENDALL
Anchor age, Al aska
POSI TI ON STATEMENT:

heari ng on HB 3001 and SB 3001.

ALFRED MCKI NLEY Sr.
Legislative Conmttee,

Canp
Juneau, Al aska
POSI TI ON STATENMENT:

SB 3001.

Representing hinself, testified during the
Representing hinself, testified during the
Representing hinself, testified during the
Representing hinself, testified during the
Representing hinself, testified during the
Chai r man

Al aska Native Brotherhood (ANB) G and

Testified during the hearing on HB 3001 and

MERRI TT Pl ERCE, Menber

Board of Directors
Al aska Nat ura
Fai r banks, Al aska
PGCsSI Tl ON STATEMENT:
SB 3001.

JOHN SANDOR
Juneau, Al aska
PGCsSI Tl ON STATEMENT:
SB 3001.
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JERRY MCCUTCHEON

Anchor age, Al aska

PCSI TI ON STATEMENT: Representing hinself, testified during the
hearing on HB 3001 and SB 3001.

TOM LAKOSH

Anchor age, Al aska

PCSI TI ON STATEMENT: Representing hinself, testified during the
heari ng on HB 3001 and SB 3001.

GEORGE BROWN, Pedi atrician

Juneau, Al aska

PCSI TI ON STATEMENT: Representing hinself, testified during the
heari ng on HB 3001 and SB 3001.

ACTI ON NARRATI VE
CHAIR CHARLIE HUGA NS called the joint neeting of the House

Rules Standing Committee and the Senate Special Conmttee on
Energy to order at 9:18:45 AM

HB3001- APPROVI NG AG A LI CENSE
SB3001- APPROVI NG AG A LI CENSE

9:19: 07 AM

CHAIR HUGE NS reviewed the agenda for the day. Menbers and
presenters introduced thensel ves.

9: 20: 23 AM

TONY PALMER, Vice President, Alaska Business Developnent,
TransCanada Al aska Conpany, LLC, referred nenbers to a letter
from the Association of Professional Engineers, GCeologists and
CGeophysicists of Alberta (APEGEA) on nenbers’ desks [that
describes the criteria and process for Alaska |icensed engineers
to becone |icensed to practice engineering in Al berta.]

9:21:11 AM

CURT MOFFATT, Attorney, law firm of Dennis Staugman (ph.),
hi ghlighted his background, noting that in 1977 he served the
Carter adm nistration at the Federal Power Conmm ssion he served
as [counsel and staff advisor] to oversee the Al aska Natural Gas
Transportation Act[15 U S.C. 88 719 et. seq.] (ANGIA. He
related that he currently represents a nunber of pipeline
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conpanies in the United States (U S.). Additionally, he noted
that he is general counsel for the Rockies Express Pipeline
(REX) and the Boardwal k Pipeline Partners, LP. M. Mffatt
highlighted that his clients are building about $8 billion of
pi pelines in the Lower 48.

9:21:58 AM

Bl LL MOCGEL, Attorney, Saul Ew ng, Consultant, to the Legislative
Budget and Audit Committee, offered to answer questions on
Federal Energy Regul atory Conm ssion (FERC) issues. He rel ated
that he was also involved in the Arctic gas project in the late
70s, representing the successful applicant. He highlighted that
he founded the Energy Law Journal, which 1is the |eading
publication in this field.

9:22:48 AM

DONALD SHEPLER, Attorney, Geenberg Traurig, LLP, Consultant, to
the Legislative Budget and Audit Commttee, stated that |ike M.
Moffatt, he also worked for the Federal Power Conmi ssion. He
offered that his initial experience was not gained in Al aska,
but since the early 70s he has worked for various interstate gas
pi pel i ne conpanies and has represented themin all facets of the
FERC process ranging fromrate cases to certificate proceedi ngs.
He further stated that he has been involved in the Al aska
nat ural gas pipeline project for several years.

9:23: 35 AM

KEN M NESI NGER, Attorney, G eenberg Traurig, LLP, Consultant, to
the Legislative Budget and Audit Commttee, highlighted that he
is co-chair of the energy practice at his firm He said he
represents sone of the largest interstate natural pipelines in
the country. He offered that he is the past chair of the Energy
Bar Association Anti-trust Comm ttee. He highlighted that his
career has focused on FERC rel ated work and anti-trust issues.

9: 24: 34 AM

CHAIR HUGA NS asked MR Shepler to provide an overview of his
role in AG A

MR. SHEPLER answered that he was an advisor to the current
admnistration in Alaska and assisted it in drafting AGQ A He
also worked with the Alaska l|egislature |ast year during the
consideration of AdA In response to Chair Huggins, M.
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Shepler advised that he has also worked on Federal Energy
Regul at ory Conm ssion (FERC) issues. In further response to
Chair Huggins, M. Shepler characterized his role as assisting
the legislature as to the FERC process and its “default
positions,” and provided advice on which provisions to add to
A A such as rate making, expansion pricing, as well as
di scussing the significance of filing for and accepting a FERC
certificate.

9:26: 53 AM

CHAIR HUGE NS asked for further clarification on the specific
advi ce he provided the | egislature during AG A deliberations.

MR. SHEPLER expl ained that any advice he offered the |egislature
is subject to the attorney/client privilege, but that he could
speak to the topics. He said he advised the |egislature on FERC
i ssues that cane up during the drafting process.

MR. SHEPLER, in response to Chair Huggins said, “Walking through
nmy advice to them would be problematic, as a matter of attorney
client privilege. However, | would be happy to address the
provi sions of AGA that were enacted and discuss with you their
merits and the significance of themin this context.”

CHAIR HUGA NS highlighted that the legislature continually
refers to its process as open and transparent and to the extent
that it is possible it is inportant to do so. He offered that
Al askans are attenpting to understand |legislators’ reasons for
voting and that he would like M. Shepler to assist in that
process by providing as nmuch information as possi bl e.

MR. SHEPLER offered to re-frame Chair Huggin's question.
9:29:11 AM

REPRESENTATI VE SAMJELS inquired as to whether the legislature
took M. Shepler’s advice with the provisions in AG A or whether
the legislature went beyond his advice or did the |egislature
take a different approach.

MR SHEPLER answered that at the time of his initial
i nvol venent, the legislature already had a draft of AQ A before
them and that nuch of the structure of AG A was set out in that

original draft. He offered that he did not provide |legislators
with a list of things to include or exclude, but helped themto
achieve their goals related to FERC matters. He said, “I
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certainly have no problem personally or professionally with the
outcone of the legislation that has now been enacted. | nean,
|’m perfectly confortable with the provisions that are in AGA
as it relates to the FERC.”

9: 30: 33 AM

REPRESENTATI VE DOOGAN inquired as to whether M. Wight was
present on tel econference.

9:31:14 AM

JEFF WRI GHT, Deputy Director, Ofice of Energy Projects, Federal
Energy Regul atory Comm ssion (FERC), introduced hinself.

9:31: 37 AM

REPRESENTATI VE DOOGAN inquired as to whether the “nust haves”
that refer to issues that FERC will decide provide the state any
advant ages, since the pipeline conpany, TransCanada, is wlling
to agree with the state’s position on itenms such as rolled-in
rat es. He asked panel nenbers to evaluate whether the state
benefits in the instance in which a pipeline conpany agrees with
Al aska’s position on issues such as rolled-in rates, assunm ng
t hat TransCanada is |icensed.

9:32:32 AM

MR. WRI GHT answered that to the extent that AGA is a state Act,
that it has no bearing on FERC actions. He highlighted the
process, such that the FERC will take an application for a gas
pi peline and evaluate it “along the lines” of the “the Natura
Gas Act” and the Alaska Natural Gas Pipeline Act (ANGPA). He
offered that to the extent provisions of AG A can be considered
by FERC and “don’t interfere with federal law or policies, then
those wll be taken into account by the conm ssioners in
rendering their decision.”

REPRESENTATI VE DOOGAN rephrased his question and asked whether
the state would obtain an advantage before FERC, if the state
and the pipeline conpany “cone in with the same position on an
issue that FERC will have to decide.”

MR. WRI GHT asked for clarity, by asking, “...are you considering
do you get an advant age over a non-Ad A proposal ?”
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REPRESENTATI VE DOOGAN related his understanding that if terns
were negotiated between all parties, provided they were | egal
the likelihood increases that FERC would approve the terns.
Thus, in a situation in which tw parties held differing
opi nions, he further inquired whether the state would be “better
of f” having one | ess party before FERC.

MR WRIGHT offered that the FERC will not approve provisions
based on the negotiated agreenent between the parties. He
opi ned that FERC has specific guidelines and policies it follows
on rate consideration and even if five parties agreed on a
particul ar aspect that does not conport with FERC s rate-naking
policy at the federal |evel, the FERC woul d not agree.

9:35:27 AM

REPRESENTATI VE DOOGAN i nquired as to whether the other panelists
coul d al so respond.

MR M NESI NGER opined that it would be very beneficial to have a
pi pel i ne conpany propose what the state desires. He related
that has represented a nunber of pipelines in mjor FERC
proceedings and while it is not a guarantee, given a range of
reasonabl e outconmes at FERC, he opined that a huge advantage
exists when a pipeline conpany files a project that matches a
state’s plan. He referred to the 70:30 debt to equity ratio
[contained in AGA] and that it would be desirable to have a
pi peline conpany agree, versus fining a 50:50 debt to equity
ratio. Furthernore, based on the findings, he stated that a
70: 30 debt to equity ratio represents a significant value to the
state. Further, if a pipeline conpany proposes that and it is
within range of reasonable debt to equity ratios, that it is
highly likely FERC will approve that, he opined. He opined that
whet her the agreenment is over rolled-in rates or expansions,
that it is trenmendously valuable to have agreenment and would
place the state in a much stronger position than it would be
ot herw se.

MR. SHEPLER agreed and sai d:

| would note on the debt to equity ratio, for exanple,
that FERC has a long standing policy to accept the
debt to equity ratio presented by the pipeline conpany

whose rates are being set. So while it’'s
inportant for the pipeline conpany as M. M nesinger
said to file in a certain way, it’s also inportant for
the pipeline conpany not to file in other ways. For
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exanple,...as recently as the issuance of the FERC
decision in the [Trans-Al aska Pipeline Systen] (TAPS)
rate case, they inputed a capital structure for the
TAPS purposes based on a finding that the capital
structure of the [indisc.] before them was outside a
range of reasonableness to establish the group range
to be used; they went to a proxy group of other oil
pi pelines, which is the sane process the FERC does on
gas pi pelines. In the range of reasonableness within
that proxy group on gas pipelines; it would not be
outside the range of reasonableness for the FERC to
approve a 60 percent equity ratio and a 40 percent
debt ratio, which is alnost a reverse inage of what
AG A requires and would trenendously raise the rates
on the project, and the profitability of the project
to the pipeline sponsor. So, having the commtnents
that come with the AGA license to file for the 70:30
debt to equity prevents or ensures against sonmeone
comng in and filing with...a 60 percent equity ratio
and 40 percent debt, which would in all Iikelihood be
approved by the FERC under their [sic] policy that is
in effect and has been in effect for several years.

9:39: 58 AM
MR. M NESI NGER sai d:

lmagine if Denali [Project] were to file for a 50:50
equity ratio. W know the state would be better off
wi th 70:30. W could try and convince the FERC to
order them to use 70:30 and we'd do our best. W' d
make the best |egal argunment we coul d. But ,
l[itigation is very uncertain and wouldn't you rather
have TransCanada going in and filing exactly what you
want . It’s just much easier. It puts the state in a
stronger position vis a vis this project.

9:40: 29 AM

MR. MOGEL dissented. He characterized AG A s success as a 3-
| egged stool, and that currently the state has a two-I|egged
st ool . He acknowl edged that TransCanada would make its filings
in “good faith.” However, he opined that this does not bind
FERC, which represents the “third leg of the stool.” Thus, the
state nust wait to see what FERC decides on these issues. He

offered that he did not want to argue about a debt equity ratio
that may be decided 3 - 5 years fromnow. But, clearly if FERC
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finds a 70:30 debt to equity ratio unacceptable and suggests a
different one, that is the debt to equity ratio that the
pipeline will need to accept, depending on other conditions in
its certificate. He opined the debt to equity ratio should be
di scussed since it is the wunderlying basis for the recourse
rate, or the cost of service rate. He pointed out that it is
not the negotiated rate. He opined that FERC wi Il thoroughly
exam ne the debt to equity ratio to determne if it results in a
just and reasonable rate since that is the statutory standard.
He offered that he would not prejudge FERC s determ nation. He
stated that the need to obtain assurance that the state has
FERC s conmitnent cannot be given. Therefore, there is no way
to bind FERC with the AG A provi sions.

9:42: 50 AM

MR. MOFFATT stated that he doesn't disagree with M. Mogel. He
said, “lI believe that it is a matter of enphasis and the conduct
of prosecuting a case.” He offered that he has primarily

represented applicants before the FERC. He said he thought that
it would be a trenendous advantage, given the policies that are
reflected in AGA to have an applicant voluntarily present
t hose provisions as part of their application, tariff, and rate.
He surm sed the applicant would submt substantial evidence as
part of the application process to explain the requirenent for
provisions in the certificate application by the present or
future public convenience and necessity - that's the |egal
process and standard for a certificate. He stated that this
standard is somewhat different than the “just and reasonable”
standard that M. Mgel referenced. However, that standard does
have a neaning in certificate applications since the FERC tends
to grant sonme deference to an applicant — so |long as the request
is “backed up” by substantial evidence in the record - to grant
the certificate with the provisions proposed by the applicant.
He offered that everyone agrees that no one can bind the FERC,
whi ch acts independently. However, 50 years of precedent exists
under the Natural Gas Act and an increase pipeline activity in

t he past decade. Thus, some new precedent is devel oping, he
opi ned. He said that sone provisions under AG A are slightly
different than the mai nstream Lower 48 pipelines. Additionally,
FERC will “listen carefully” to an applicant who has submtted

to a process wth the state to inplenent what the |egislature,
governor and the state have found to be public policy
requi renents that advance the state’s interest in devel oping the
basin, not just to develop the currently proven reserves, he
opi ned.
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MR. MOFFATT conti nued:

There’s a history in this project as we all know, but
the nore recent history is one that's reflected in
ANGPA as passed by the Congress that does still
require close coordination at the federal level wth
the State of Alaska. That is a provision and a spirit
that is carried over from the prior 20 years of
attenpting to develop this process. So, again, |
think everything that is in AGA wth a |licensee such
as TransCanada, putting forth an application under the
Natural Gas Act that reflects all of the “"nust haves”
in AG A backed up by substantial evidence in the
application, defended and prosecuted by TransCanada,
jointly with the state as an intervenors will create a
record of substantial evidence that wll permt the
commission to find that the certificate should be
granted and is required by the present and future
public conveyance and necessity. That’s the | egal
process; that's the legal standard so |I think if the
state were to go into the commssion wth the
applicant in sync, both supporting the provisions with
substantial evidence, nmy judgnment is you have a very
high probability, not a certainty, not certainty as a
matter of law, but a very high probability that the

commi ssion will grant that application. There may be
some changes, but the basics | think are within the
mai nstream of public policy and the comm ssion wll
support it.

9:47.20 AM

MR. PALMER stated that as the non-lawer on this panel that he d
provide a “businessman’s view on a few issues. He said that
with respect to the rolled-in tolls, AG A requires TransCanada
to do sonething it mght do ordinarily, which is to voluntarily
apply for rolled-in tolls. He offered that is a benefit to the
state under AGQ A He pointed out that it is unknown what the
potential conpetitor’s position is on rolled-in rates — whether

they will file voluntarily for rolled-in tolls or if rolled-in
tolls will be inposed in the event that the rolled-in tolls
woul d i ncrease. He surm sed, based on the testinony over the

past few days that BP, ConocoPhillips Alaska, Inc., and
ExxonMobi | Cor poration oppose generically rolled-in tolls in the
event that the tolls would increase. He offered, “I did not
hear Denali [Project] or BP, Conoco as owners of Denal

[Project] as to where they would be so you'd have to pose that

JT. HRLS/ SENR COWM TTEES - 16- July 14, 2008



guestion to them” He stated that with respect to the debt to
equity ratio that he has spent many years testifying before the
Nati onal Energy Board (NEB) on debt to equity ratio and return
on equity. He said, “lI can assure you not once ever did the NEB
increase the rate of return over what | requested, nor did they
increase nmy equity ratio over what | requested.”

9:49:04 AM

MR. WRIGHT pointed out that an Al aska pipeline has a “unique
nature about it” due to ANGPA. He said, given that, the FERC
will consider all of the proposals, that it is up to individual
FERC commi ssioners to engage whether the unani nbus agreenent in
a filing, “theoretically could transcend policy, here.” He
of fered that he cannot bind the FERC. He asserted that the FERC
will operate “within the bounds of its policies” and ultimtely
make recommendations to the FERC conm ssioners. Those
commi ssioners will exam ne the body of evidence and will reach a
reasoned decision. He opined that he cannot predict any of the
five conm ssioners’ opinions with respect to a proposal that is
supported by the state and other parties versus a non AGA
proposal. He said, “I don’t know if that answers you exactly on
the FERC position, but | think the main thing | need to say is
that FERC cannot be conmtted by an agreenent between a pipeline
proponent and the state at this point.”

MR. SHEPLER clarified that nothing in AGA requires FERC to
decide in a particular way; the obligations in AGA are “nerely
that the licensee nmust file a particular proposal.” He related
a FERC adage of long ago that the “conmpany proposes, but the
comm ssion disposes” so nothing in AGA dictates how the FERC
woul d decide the issue, just that it obtains that an issue is
presented to FERC in an manner that is beneficial to the state.

9:51: 35 AM

CHAIR HUGA NS inquired as to whether M. Shepler could share his
advice to the state on debt to equity ratio.

MR. SHEPLER answered, “I don't recall specifically advising them
on the debt to equity ratio, Senator.” However, he recalled
that the debt to equity ratio was part of the work perforned
prior to his AGA involvenent. Furthernore, he noted that he

had no objection to 70: 30 obligation contained in AG A

9:52:34 AM
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REPRESENTATI VE DOOGAN comrented, “M. Wight's answer is a fresh
rem nder to us why the generation - now passing away in Al aska -
worked so hard to get statehood and get control of their [sic]
own desti ny. And it’s just too bad that in this issue anyway,
they didn't quite nmake it.”

9:52:59 AM

CHAIR HUGENS inquired as to the specific *“range of
r easonabl eness.”

MR. SHEPLER said, “...Generally the proxy group that the
commi ssion staff is advocating be used for setting gas pipeline
rates of return and by inplication debt equity structure have an
average equity ratio of about 60 percent and 40 percent debt. |
do not...recall the high and low within that range, but wll
provide that for you.”

9:54: 00 AM

CHAIR HUGEA NS recalled “that this is actually a step back from
the Murkowski adm nistration, as | recall it was 80:20 under the
Mur kowski admi ni strati on.

MR. SHEPLER explained that he was involved in sonme of the
| egi slative review However, he recalled that nothing in
contract with respect to capital structure. He offered severa
years have passed and it was “a very thick contract” so he was
not certain. He said he did not think any conmercial terns were
contained in the contract.

CHAIR HUGGA NS inquired as to whether there is any reason not to
ask for a debt to equity ratio of 80:20 in AG A

MR. SHEPLER answered that an 80:20 debt to equity ratio would be
perm ssi bl e under AQ A However, he noted that the ratio needs
to be at |l|east 70:30. He pointed out that TransCanada has
indicated in its application that once its costs are approved,
it wll use 75:25 percent. He offered that a 70:30 percent is
better for the state than a 50:50 split or 60:40.

CHAIR HUGE NS opi ned that 80:20 would be better than 70: 30. He
inquired as to whether the state considered that nunber 80: 20.

MR. SHEPLER offered that a 70:30 debt to equity ratio has the

capital structure that has been used in past several years for
new pipeline projects. He said that suggests to him that 70:30
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is comercially reasonable and that 80:20 my not be so
commercially reasonable. He recalled one of the requirenents of
the admnistration in fornulating AGA was that it had to be
benefi ci al to the state, but that it also had to be
“commercially reasonable” and not outside the range of what a
“reasonable pipeline conpany” m ght be expected to find
acceptabl e or to propose.

9:56: 22 AM

CHAIR HUGA NS inquired of Comm ssioner Galvin as to whether *it
was 80: 20 under the Murkowski adm nistration.”

COWMW SSI ONER GALVI N said he did not know.
9:56:47 AM

STEVEN PORTER, Consultant, to the Legislative Budget and Audit
Comm ttee, Alaska State Legislature, answered that the Mirkowski
adm nistration had two relevant docunents, the Stranded Gas
contract - which this legislature reviewed and evaluated - and
an attachment to that contract called the LLC Agreenent. He
stated that the LLC Agreenent did contain a proposal for 80: 20.

MR PORTER sai d:

However, it wasn't that they would agree to 80:20; the
idea was that they would try to pursue that in the
mar ket because we did not know if the narket would
hold and agree to an 80:20 debt equity ratio. But ,
that it was the intent of the state, and our belief,
and | think the recognition from the producers, as
well, that the market probably would handl e an 80: 20
debt equity ratio wth the backing of Exxon,
ConocoPhillips, and BP, so there was 80:20 intent to
nove forward froma financing standpoint.

CHAIR HUGE NS related his understanding that it was the
adm nistration’s position to seek 80:20; they did not have that
agreenent with the other parties - the producers.

9:58: 09 AM

MR. PORTER sai d:

Senator Huggins, they did have an agreenment with the
producers to pursue 80:20 if the market would handle
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it. W can't force a conpany to agree to a ratio that
woul d not be acceptable to the financial markets, but
there was an agreenment to pursue 80:20 and it was our
expectation and the producer’s expectations that that
woul d probably be the debt equity ratio of the
proj ect .

9:58: 26 AM

SENATOR THERRI AULT recalled that the LLCs were never finished or
brought before the |egislature. He said, “The issue of whether

the producers would seek that, it seens like to ne, they stil

have the potential of doing that.” He related a scenario in
which two applications advance to FERC and under the
TransCanada license, that TC submits a debt to equity ratio
70:30 or wultimately 75:25, that it seens reasonable that the
[applicants] could argue that wunder the federal |egislation
“they’'re structuring a project so that the tariff wll be |ow

to “incent” the devel opnent of the basin, which he characterized
as the general instructions that the Congress gave to FERC. He
offered that the producers nmay suggest an 80:20 debt to equity
ratio in their application, and if so, the FERC would have two
applicants, and it my approve them both, approve one, or use
its power to try to force the “two together.” He opined that it
is not seem harnful for the state to have TransCanada “in the
game proposing at the very least a 70:30” debt to equity ratio.
He asked M. Wight if it harns the state’s position -given the
Congressional position to “incent” the devel opnent of the basin
-to have one pipeline applicant “siding with the state in a debt
to equity structure that would honor the intent of the federal
| egislation and in which the state as a sovereign “wants to go.”

10: 00: 32 AM

MR. VARl GHT sai d:

No, | don't think there is any harm at all to having
one or nore proposals before us, one of which as you
are saying mght be in harnony with what the state
wants vis a vis AGQ A | think the point I'"m going to
continue nmaking is that the [FERC] conm ssioners wll
be advised of the uniqueness of the situation. They
will be apprised of the provisions, not only of the
Natural Gas Act, which they're aware of, but also of
ANGPA, whi ch encourages basin devel opnent. And given
the body of evidence and what’s presented to them
they can make their individual decisions and they may
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decide on, for instance, as we're speaking on
different debt equity ratios. The problem | have is
not commtting themat this point.

SENATOR THERRI AULT said he understood fully that FERC
Commi ssioners, and he as a staff nenber, cannot commt where

“they mght go.” He opined that if FERC does not issue
TransCanada a |icense that TransCanada could further submt a
sole application to FERC However, he noted “there is sone
guestion” if TransCanada would do that. He posed a scenario in
which the only applicant is the producer proposal wth a 50:50
debt equity structure that falls in a FERC “zone of
reasonabl eness” wi thout any conpetition that “is pulling them
towards a lower tariff.” He inquired as how FERC would “likely
deal with that.” He opined that it may not fully address where

the Congress would like to go “as far as opening up the basin.”
He further asked M. Wight if he thought it would be beneficia
to have an applicant that has commtted to go with a debt to
equity structure that is favorable to opening up the basin.

MR. WRIGHT answered, “Again, you're asking nme to prejudge
t hi ngs.” He said he could not answer whether a non AGQA
applicant who proposed a 50:50 debt to equity ratio, is in the
zone of reasonabl eness. He further answered that he “can’t even
predict right now that the [FERC] conmm ssion would accept that.”
He opined that the FERC would | ook at evidence, and he is quite
sure that if a non AG A applicant proposed a 50:50 debt to
equity ratio, that the FERC would receive “all kinds of comrents
on that kind of proposal.” He offered that the comm ssion would
review acts, such as the provisions of ANGPA which seeks to
develop the basin and “get Al askan gas resources to the Lower
48.”7 He said, “So | can't tell you a 50:50 debt to equity ratio
in a zone of reasonableness will be accepted. It’s just too
hard to predict at this point, but | think the comm ssion wll
be open to listening to all proposals.”

10: 03: 50 AM

SENATOR THERRI AULT said since FERC cannot predetermne, it could
in fact fall within a zone of reasonabl eness. It could be
acceptable; and we have been told previously that that type of
debt to equity ratio would increase the tariff by about a buck
which is 20 percent, which would be a “terrible outcome for the
State of Al aska and detrinental to opening basin

MR. WRI GHT answered that he expected FERC would receive |lots of
correspondence if that were to happen.
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10: 04: 41 AM

CHAIR HUGGA NS inquired as to which other parties can enter a
counter view

MR. WRIGHT answered that it would be anyone who intervenes in
the proceeding and that could be a potential conpetitor, the
state, a state agency, a |landowner, or a legislator. He noted
that anyone who can denonstrate an interest in proceedings can
be an intervener and can make comments.

CHAIR HUGE NS said he assuned that whoever advocates for the
nost rational cour se wi || prevai l in “a wor | d of
r easonabl eness.”

MR. WRI GHT offered that rational is always subjective.

10: 05: 34 AM

MR. MOGEL offered that predicting 4 to 6 years is as “dicey as
predicting the weather.” He pointed out that the question
becones, “Wat are you buying with the AG A proposal? And
that’s a commtnent by the successful applicant to make these
kinds of filings.” He related his understanding that everyone
agrees that “you can’'t bind the FERC.” He offered that many
i ssues can affect the proposal an applicant submts that can
result in a very different outcone. He offered his belief that
TransCanada will advocate “what they've agreed to advocate and
vigorously do that and very effectively.” He noted that FERC is
an adjudicatory body. He opined that current FERC conmm ssioners
may not be conmi ssioners five years from now, but that FERC w ||
adj udi cate and determne what is just and appropriate and neets
statutory standards at the tine it considers an application. He
surmsed that is the reason why he and M. Wight agree that you
can’'t guarantee what the FERC will do. However, he stated that
the state is “buying a comritnent to make a filing at a certain
|l evel and the FERC may decide sonmething in its infinite w sdom
that is very different because of its adjudicatory function. |In
response to the Senator’s question about whether they would
review a filing made by a conpetitor, he said he suspects there
woul d not be a conparative hearing such that he and M. Mffatt
have previously attended. He highlighted that “the pipeline
business is very different today.” He characterized trying to
deci de whether FERC would review a conpetitor’s proposal wth
TransCanada’ s proposal is like trying to predict the weather in
five years. He said he suspects that none of us can do that.
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10: 08: 13 AM

MR. MOFFATT agreed with M. Mgel that “you cannot guarantee to

a certainty what the commssion is going to do.” He naintained
his earlier coments. He asked if the state is marginally
better off having an applicant that willingly, voluntarily wll

make an application to the FERC that enbodies the public policy
positions of the state than having an applicant that is not
bound to nmake those pleadings to the FERC. He highlighted that

the state wll ©petition as an intervener to nodify the
application of the applicant. He said, “And | submt to you,
and | hope M. Mgel will agree, | believe you are substantially

better off to have an applicant that is representing the public
policy positions as determ ned by the state.”

10: 09: 30 AM

MR. M NESI NGER echoed M. Mffatt’s point that the issue is that
not that anyone is predicting what FERC wll do, but is
determining if the state is better off if the pipeline files a
proposal that “has what the state wants in it.” He said, “To

nme, the answer to that is clearly yes, for the reasons M.
Mof fatt stated.

10: 10: 08 AM

The commttee took an at-ease from 10:10:29 AMto 10:22:27 AM

CHAI R HUGGE NS reconvened and asked nenbers to please return to
seats [there was a | ong delay as this happened].

10: 24: 57 AM

REPRESENTATI VE W LSON related that nuch discussion has ensued
with respect to the debt to equity ratio. She asked M. Wi ght
to discuss what would be an acceptable debt to equity ratio for
this project as conpared to other pipeline projects. She said
that she did not know between 50:50 and 80:20 what would be a
reasonabl e and acceptable debt to equity ratio.

10: 26: 20 AM

MR. WRIGHT stated that he is not a rate person and doesn’'t work
with debt equity ratios in his daily work. He said he really
could not respond to what is an acceptable zone of
r easonabl eness.
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10: 26: 58 AM

MR. MOFFATT explained that the earlier “zone of reasonabl eness”
mentioned isn't limted to one right answer. He highlighted
that for a typically financed project such as this pipeline,
that an 80:20 is “the thinnest equity that the capital nmarkets
woul d be confortable providing debt for.” He offered a 70:30 as
a much nore confortable range. He continued:

Many of the pipeline conpanies would like, if they can, [tO]
file for 40 percent equity to 60 percent debt because then their
equity dollars are making noney for them So for the state to
have requested that it be no greater than 30 percent equity is

protecting the state's interests by limting the amount of
equity that the parties could put in it. Quite frankly on a
project of this scale, | wuld think that nost pipeline

conpanies would be confortable in the 70:30 debt to
equity...because the dollars being put at risk in the equity
conponent are so |arge. And. .. TransCanada as you’'ve heard has

been willing to go to 25 percent equity to make it further nore
advant ageous to the state. And that is a concession from the
shar ehol ders of TransCanada because they will have less dollars

initially deployed by which they're earning a return despite the
risks that they' re taking in pronoting the project. So there is

no one correct answer. | think that in my judgnent 70:30 as the
upper limt for the amunt of equity as reflected in the
[ Request for Appl i cation] RFA is well within zone of

reasonabl eness at FERC. Personally | don't think that would be
any type of issue in the application process at the FERC I
think as you get thicker equity - 40 percent equity, 50 percent
equity - then as [M.] Wight identified, you d probably have
some opposition from intervenors that would call that debt
equity ratio into question. But | don't think that it’'s likely
that [75:25 or 70:30] that’s reflected in the state’s RFA is
likely to draw nuch attention.

10: 30: 01 AM

MR. SHEPLER highlighted that M. Mffatt represents other
pi pel i ne conpanies such as the Rocky Express project which is
this major 42 or 48-inch pipeline from the Rocky Muntains to
Chio. And the FERC approved their certificate with the capita
structure is 55 percent equity, approved by the FERC in the

certificate order for that project. He surmsed that the 55
percent within range is “within the range.” He offered to
provide the “range docunent” that will illustrate the range that
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FERC is generally confortable with in terms of approving rate
setting purposes for pipelines.

10: 31: 09 AM

CHAIR HUGG NS offered that one of the rationales that the
| egi slature has heard for the $500 mllion incentive is to |ower
the tariff rate, incorporated in the design of AGQGA He

inquired as to whether M. Shepler could provide advice on the
80: 20 conpared to a 70:30 debt to equity ratio. He related that
he assunes that the 80:20 would give us a lower tariff.

MR. SHEPLER agreed that 80 percent debt would the |ower tariff,
since the return on equity is say 14 percent and the cost of
debt is 7 or 8 percent. He opined that 80:20 would certainly
lower the tariff rate conpared to 70:30 debt to equity ratio.
However, a point exists in which comerciality “kicks in” and
it’s nore questionable as to whether projects of this magnitude
could be financed at 80:20. He offered that evidence exists
that the project is nore likely to be financed at 70: 30. He
highlighted that it is based on the ampunt that is necessary to
borrow and how nuch I enders will be willing to lend. He offered
that at 80 percent the banks provide 80 percent of the financing
and the applicant provides 20 percent. Thus, commercial issues
may suggest that it mght be unreasonable to demand of a
| i censee. Whereas evidence in one of the appendices to the
finding — a table that shows recent certificated pipeline
projects in the Lower 48, with the capital structure suggests
that 70:30 is certainly comrercial reasonable based on what’s
been “done and observed in the Lower 48.~

10: 33: 43 AM

MR. PALMER pointed out that TransCanada s application, as any
application, has business and financial risks. He highlighted
that one cannot sinply examne a reduction in the anmount of
equity w thout changing the other factors since they are all
i nterrel at ed. He opined that every applicant considers those
aspects as does the FERC and the National Energy Board (NEB)

He agreed that it is true, that if all other things are equal

such as the range of return and the business risks, if the debt
increased from 75 to 80, the tolls would fall. However, he
surmi sed that the state would not have a willing applicant under
that circunstance, nor would financing be available at sone
point due to |enders’ consideration of overall risk for |oan
recovery. He nmaintained that one cannot only consider [debt to
equity ratio] solely. He offered that TransCanada exam ned the
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requirenents in AG A and submitted an application that addresses
business and financial risks, resulting in a balanced and
“aggressi ve’” proposal.

CHAIR HUGEA NS inquired as to whether M. Shepler could provide
any elenents from the Goldman Sachs analysis with respect to
[debt to equity ratios.]

10: 35: 44 AM

MR. SHEPLER answered no. He stated that he did not have any
contact with Goldman Sachs during the drafting [of AQ A].

MR. M NESINGER comented that last year, Geenberg Traurig

prepared a table that listed a nunber of debt equity ratios
granted in FERC certificate proceedings. He recalled that in
the past 5 or 6 years, 70:30 is nobst common. He opined that a
debt to equity ratio of 80:20 is “pushing the envel ope.” He

noted that he did not recall an 80:20, which “sounds I|ike an
unusual nunmber” which he surmsed may be due to business
reasons. He offered that it “mght be doable but that it
certainly is pushing the edge of the envelope.” He further
recalled that it never came up in the drafting of AGA and if
it had, Geenberg Traurig would have said that a debt to equity
ratio of 70:30 “sounds right from an industry standpoint just
like the other provisions of AGA are commercially reasonable
and we at Greenberg Traurig whol eheartedly agree.”

10: 37: 57 AM

MR MOGEL sai d:

My point is a little bit different from what the rest
of the panelists, | think, are advocating. My poi nt
is sinply this: ‘“If youre voting on AG A you are
not voting buying certainty as to the debt equity
ratio because the decider on that is the FERC and
that’s all.’ |’m not going to disagree and | can’'t
disagree wth the ranges that have been talked
about...but the point is, ‘Wat are you buying wth
AG A?”  And you're buying a conmtnent...for TC Al aska
in this case to file for a certain debt equity ratio
for their recourse rate — and they will do that - and
it may be acceptable; it nmay not be acceptable; it may
be tinkered with, but you re not buying certainty.

10: 39: 00 AM
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MR. SHEPLER stated that he doesn’t disagree that FERC will nake
the final decision. He reiterated that AG A did not attenpt to
commit the FERC outcone. However, the larger question is what
the state acquires for the $500 mllion. He remarked:

There are sone other things beyond 70:30 and I’'I|1 just
tick off a few of those. The FERC cannot conpel
anybody to make a certificate filing. AG A commts

the licensee to file for a certificate. The FERC has
not conpelled any pipeline to solicit the market for
expansi on requests. You're getting that with AdQA
The FERC cannot require an applicant to accept a
certificate. You' re getting that certainty with AG A
You're getting the commtnent of 70:30 ... and you're
also getting the commtnent to file for rolled-in
rates up to the 115 percent for expansions. So
there’s nore to AGGA and nore to the license and what
the state is getting than just the 70:30 and | just
wanted to highlight those other points.

10: 40: 46 AM

SENATOR W ELECHOWBKI related his wunderstanding that FERC will
not commt to rule one way or another. He inquired as to
whet her M. Mogel would rather have an applicant supporting the
state’s position or one that is neutral or opposing our
posi tion.

MR MOGEL sai d:

| think there are several benefits for an applicant
supporting t he state’s position, whet her AGd A

acconplishes that | can’t cone to that conclusion.
You’ ve got that hard | ob. I’m not taking - going to
take on that responsibility - to tell the state what
to do, or this body what to do. Certainly an
applicant who's commtted to ADA s so called “nust
haves” is advancing the state’'s interest if indeed
that’s what the state wants. | don’t know any ot her

way to say that, but ny point is, that you re just
building a stool with two legs and we’'re waiting to
see what the third leg is going to look Iike. And
with that understanding | think that’'s what | would
put in ny decision-making process, but |I’m not going
to sit here and tell the state what to do by any
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neans, what's best for Alaskans is way beyond
something I would - field to - give an opinion on.

10: 42: 09 AM

SENATOR W ELECHOAEKI sai d:

Just a followup, | understand that, that it’'s a very
di stingui shed panel who (sic) probably represent many
of the pipeline owners all throughout the United

States (U.S.) and el sewhere. H storically speaking,
perhaps you could give us sone kind of insight into if
an applicant has a well-prepared application and the
support of t he i nt er est owner s such as t he
jurisdiction, is FERC likely to significantly change
t hat application?

MR. WRIGHT answered that if the FERC has an application before
it that is well supported, well constructed, and nakes sone
proposals within “zones of reasonableness” that it’s likely that

the application will be |ooked on favorably. He characterized
unani nous support as a “great thing” and a *“great plus.”
However, he said, “I can’t talk about particulars that | don't
know about but | would say unequivocally that a well supported

fully supported application, well constructed is a plus; it’'s a
pl us for our consideration.”

10: 43: 33 AM

MR. MOFFATT observed that first, it is inportant to recognize
that FERC is the only agency in the federal government whose

primary function is to authorize and encourage energy
infrastructure developnent 1in an environnentally acceptable
manner . He noted that all other federal agencies are resource
agencies protecting other resources. The FERC is focused on

assisting to build energy infrastructure that the United States
needs, he opined. He further opined that the FERC is well aware
of balancing all of the interests —-the conmercial, finance, and
environnental interests, as well as other aspects of the public
conveni ence and necessity. He opined that the FERC respects the
ability of the pipeline conpanies to work through the nultitude
of issues that confront the devel opnent of any project. He
offered that M. Wight just said that iif it is well
constructed, “well thought out” and well supported, that the
FERC s function under the Natural Gas Act is to encourage the
granting of the certificates and building the infrastructure
that the public convenience requires. He pointed out wth
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respect to the Al aska pipeline, that the Congress has found this
project to be one of national interest nmultiple tinmes. Thus, he
surm sed that the agency is going to do everything possible to

work favorably upon an application. He related an exanple of
the Rockies Express project that will bring gas from the San
Juan basin to Carington, Chio and is a $5.5 billion pipeline

proj ect . He noted that the project was initiated with the FERC
in Septenber, 2005 and is currently undergoing the l|ast 700
mles of construction, and should be conplete next vyear. He
summarized that over a period of four vyears, this 42-inch
pi peline that stretches “all across the country” provides an
exanple of FERC s ability to certificate projects. He discussed

other projects to illustrate FERC s invol venent and the pipeline
conpanies’ ability to construct pipelines. He concluded by
saying, “My history has been that the FERC is in the business of
trying to get infrastructure built. They are used to working
with all the intervenors down to individual |andowers, state
and | ocal gover nment s, as well as the applicants and
conpetitors.” He related that |ast year was “their biggest year
ever.” He said, “I think as a federal agency they’'ll be a good
partner, they’'ll be a fair partner, and again, | submt, what

you' ve asked for in AG A in setting your public policy interest
is not outside the mainstream You may not get everything you
want and ask for ... but you' re going to get the bulk of it.”

10: 48: 41 AM

MR. WRI GHT expl ai ned that |ast year the FERC started about 2,700
mles of pipeline and since year 2000, the FERC has overseen
12,000 mles of pipeline. He agreed with M. Mffatt that the
FERC “can get the job done.” He pointed out that is due to the
pre-filing process and that needs to begin as soon and as
expeditiously as possible and that is “where a |lot of problens
are ironed out. He said, “I'’m not going to tell you that
everything that comes in the door at FERC goes out the sanme way
it comes in, but a lot of things cone in the door and issues and
conflicts are resolved in the pre-filing and things go a |ot
snoot her during the application process.

10: 49: 30 AM

MR. SHEPLER observed that it is inportant to have an application
pre-filed at FERC, to ensure that the state’'s interests are
fully protected. He suggested that in the absence of approving
[the TransCanada] |icense, that the alternative mght be a one-
| egged stool, which is a situation in which the state has no
i nput except with the litigation process at FERC “in the shape,
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and form and terns of the proposal.” He suggested that | ast
year the state determined the state’s public policy interests in
the commtnents contained in AG A He opined that in approving
the [TransCanada] license, that the state wll gain the
commtnments wll be included in [TransCanada’s] application
before the FERC. He said, “Wthout the |icense you don't have
t hat assurance.”

10: 50: 43 AM

MR. MOGEL pointed out that several factors should be considered.
He sai d:

One, we don't know what kind of intervener opposition,

if any, wll occur at FERC and that could be very,
very significant to the shape of the project, as well.
And there’s a lot of discussion. | think M. Wight
just said if we get an application, we’'ll tinker wth
it to make it the best possible application through
the pre-filing process. Well, one of the issues, of

course is the policy at FERC, not to certificate
pipeline that in their [sic] view have financing
i ssues or throughput issues, or a range of issues.
And those have to be cured, and they may be very well
cured in the pre-filing process. | don’t doubt that.
But those are factors to be considered, the intervener
opposition and the nerits of the application once it
gets through the pre-filing process.

10: 51: 41 AM

CHAIR HUGA NS inquired as to whether M. Shepler would advocate
for an additional project like the Denali Project so the state
“woul d not have a one-legged stool.”

MR. SHEPLER answered that he was not advocating for additiona
applicants, but that with the AG A conmtnents the state obtains

the assurance that the application wll initiate the FERC
process, thus, protecting the state’s interest pursuant to the
“must haves” and other provisions in AQA. He said, *“That

wi thout those commtnents, the state is subject to ‘whatever
wal ks in the door’ and this way the state has sone control over
what ‘goes in the door’ for the license project, whereas you
have none for what may ‘go in the door’ wunder the unlicensed
project.”

10: 52: 53 AM
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REPRESENTATI VE SAMUJELS comrented that it’s interesting that
“we’re arguing about making sure that the state’'s position is
held by the pipeline conpany.” He stated that he could make a
legitimate argunment that since one cannot predict what wll
happen in 10 years, that TransCanada will argue for rolled-in
rates and the state will adamantly oppose them It depends on
“who finds gas, how large the find is and that the 115 percent
is sonething the state wll actually take the opposite side
of...” He said, “W don’'t know what the tax rate is, where the
structure is, how big the find is and that you may end up
not...we’'re asking for something that we do not know ... 10
years from now if that wll be the state’s position.” He
recal |l ed t he Tr ans- Al aska Pi pel i ne System settl enment
net hodol ogy, which he said, “is the crux of all the hard
feelings” anong the producers, the admnistration, and the
citizens during the past 20 years. He opined that the state
“signed a deal only to find out, we didn't like the deal.” He
offered that the state attenpted to anticipate what Al aska’s
best interest would be and while the contract represented a good
faith effort that the state erred in signing the contract.

REPRESENTATI VE SAMJELS inquired about subsidies, in which the
presunption is a rolled-in tariff up to 115 percent, but during
expansions the current shippers cannot subsidize new shippers.
Her asked for further clarification of the FERC s decision
making process regarding the rebuttable presunption during
expansi ons and how that would differ fromrolled-in tariff rates
if tariff rates dropped, but do not rise again.

10: 55: 33 AM

MR WRI GHT answer ed:

Well, there's the rebuttable presunption, that rates
for any expansion will be determined on a rolled-in
basis. And, that is, initially we'll |ook at when you
roll in the cost for an expansion, what is going to be
the effect on rates. And basically, saying as a
rebuttable presunption...First, we’'ll presunme that you
can roll it 1in, obviously calling it a rebuttable
presunption puts it out there for debate. e
can’t...l guess...the easiest way to put it is to our

first look is to rolling in all expansions unless it’'s
an expansion that’s required under Section 105 (b) (2)
of ANGPA. That explicitly states that we wll not
require the existing shippers to subsidize, so, if
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there is an expansion wunder that, where soneone

actually requests expansion, those will be rolled-in
rates unless there' s subsidization and then you wll
get an increnmental rate...kind of a ranbling, little
explanation. |s there sonething you want to follow up

with nme on that?

REPRESENTATI VE SAMJELS offered that he would like clarification
on what the FERC would consider a subsidy. He posed a scenario
in which the tariff rate is set at $3 and that rates were

rolled-in, and “everyone was a wnner down to $2.50.” He
inquired as to whether it would be a subsidy if the next
expansion “went to $2.75" since the “$3 people are still nmaking

noney, the people who got in at $2.50 are probably nad.”

10: 57: 17 AM

MR. WRI GHT answered that “you go rate case to rate case.” He

conti nued:
You start out at the $3 level - you have sone chief
expansibility -it gets you down to $2.50 all rolled in
rate; $2.50 is your recourse rate. It’s your cost-
based rate. You have anot her expansion. It goes back
up to $2.75. Now this may be subject to sonebody
else’s interpretation, but at that point | would say
you have subsidization going on there because it's
raising the system |evel of rates. You' re not going

back to the initial rate. W' re going back to the
rate that's in effect when a rate case is filed; to
roll in the cost of new facilities.

MR. SHEPLER related his understanding that the conm ssion |eft
it open to debate under the relevant 2005 or 2005 A FERC order
He conti nued:

When you are starting at $3, go down to $2.50, and
until you get back up to $3.00 - whether any increase
fromthat $2.50 to $3 would constitute a subsidy. And
then there’s al so discussion about whether it could go
above the $3 rate before there would be a subsidy in
light of +the arguable subsidies that the initial
shi ppers received through the federal |oan guarantees
and the accelerated depreciation that would cone wth
this project. | can provide citations to this, but
could you - maybe it would be hel pful for all of our
understanding - to understand how the staff, at |east,
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feels about the subsidy in that scenario given the
| anguage of [FERC] Order 2005.

10: 59: 29 AM

MR WRIGHT answered that he thought it was part of the
rebuttable presunption |anguage. He offered that FERC wll
evaluate tariff rates at that tine. He said he would defer to
M. Shepler’s know edge of the 2005 A |anguage, but that there
are not any “hard and fast” rules about what will be considered
a subsidy. He mintained that the FERC w Il review these
matters when the i ssue cones before the FERC

MR. PALMER responded that there is no question that in the event
that rolled-in tolls go up, that the state could see an increase
in the tolls if the gas is not obtained from state [ ands.
However, he opined that tariff rates represent the direct inpact
to the state. However, the state is not solely a “royalty
collector” since it is also interested in developing the state

He offered that if natural gas developnent occurs on federal
lands in Alaska that the enploynent and spin off effects wll
al so occur in the state. He opined that the state has already
considered the overall effects in developing its public policy.
He noted that nuch of the discussion has surrounded the direct
inmpact to Alaska, but that the state wll benefit from huge
indirect inpacts in ternms of the [gross donmestic product] CDP,
enpl oynment, and the devel opnent of the state.

11: 01: 30 AM

REPRESENTATI VE SAMUELS agreed with M. Palmer with respect to
the private sector activity. However, he nmamintained that it is
difficult to predict what wll happen 10 years from now. He
hi ghli ghted that even though the state requires under AQ A that
TransCanada nust request certain things in its pre-filing
application with the FERC, that it is possible that the state
will be “on the other side of the issue” at sone point. He
sai d:

Some will agree with what we’'re requiring you to say.
There will be different varying degrees, but to say
right now we're always going to agree with what we're
requiring you to say, | think is a fallacy. | don’t
think that wll come true. | just don’t want any
illusions in any of the menber’s positions.
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MR. PALMER offered his respect for Representative Sanuel’s
comments. He said:

| think what we’'re dealing with here and what we’ve
dealt with on a nunber of scenarios is the I|ikelihood

of that occurring. Il don't dismss that as a
potentiality. However, | think the state wll | ook
for devel opnent of its state’'s econony whether it is
gas comng fromstate lands or federal lands. | don't
dismss the possibility, but | don't believe it is

likely that the state is going to oppose devel opnent
of its state, and its econony, and its enploynment in
the event that the tolls on this pipeline are going to
i ncrease by 15 percent.

11: 03: 20 AM

CHAIR HUGA NS inquired as to whether M. Mffatt has encountered
ci rcunstances, such as the $500 nmillion incentive to TransCanada
and the AG A provisions that require TransCanada to request
certain things in the FERC certificate in other projects.

MR. MOFFATT said, “Let ne state the obvious. There’ s not hing
normal about this pipeline project.” He stated that he was not
aware of a parallel project in the Lower 48 that matches the
state’s intimte involvenent by creating incentives to develop a
project and overcone the hurdles largely due to its renoteness.
He further offered that the nobst simlar project would be the
Wom ng Pipeline Authority. He pointed out that his client is
Ki nder Morgan [Energy Partners LP], which is the actual sponsor
of Rocki es Express. He offered that “we’ve all worked with the
Wom ng Pipeline Authority, but they' ve never gotten to the
degree of involvenent that the State of Al aska has found it
necessary to follow here.” He related that the state is in a
uni que position, but that the FERC staff has expressed a
willingness to entertain the [TransCanada] application and given
the findings of the Congress of the need for this pipeline, the
FERC may grant a certificate. He disagreed with M. Mbdgel,
relating that the FERC granted a certificate “where there were a
ot of wuncertainties and that was the Alaska Natural Gas
Transportation System certificate 30 years ago.” He highlighted
that the Congress instructed the FERC to issue the certificate
in 1977. He opined that the granting of a certificate alone
does not guarantee that the project wll happen since it
requires shippers, gas, and financing. However, he stressed
that it is clear that the obligation [for TransCanada] to file
the certificate establishes a fundamental tenet that the state
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felt was inportant. He opined that AG A “does not pernit anyone
from hol ding up devel opnent of the pipeline by not bidding in
the open season.” He opined that wthout the requirenent for
pre-filing with FERC in AG A, that the producers could “sit in
the sidelines in the open season and basically, veto the

project.” He surm sed that the state has anticipated 10 to 12
years in advance of the in-service date of the project that
producers do not have veto authority over it. He asked, “WII
that get the job done? | don't know, but it certainly noves

it...down the road.”

11: 07: 53 AM

MR. MOFFATT, in response to Chair Huggins, related that he has
not previously encountered the [incentives].

CHAIR HUGGA NS offered the Denali Project as another way for the
state to obtain a gas pipeline. He suggested that it is not
unreasonable to consider that the Denali Project has a head
start since it has already pre-filed an application with the
FERC and has made expenditures. He inquired as to how this wll
affect TransCanada's efforts to pursue a FERC certificate, if
the Denali Pr oj ect is able to obtain adequate firm
transportation (FT) commitnents.

MR. MOFFATT related that he is not aware of any conmtnent by
any owner of natural gas to conmit gas to the Denali Project.
He characterized the lack of commtnent as a mssing el enent and
part of the reason that the adm nistration and the |egislature
adopted AG A

11: 09: 28 AM

CHAIR HUGE NS asked M. Mffatt to nake an assunption that the
Denali Project had al ready obtained FT contracts and inquired as
to the inpact of FT commtnents on TransCanada's ability to
obtain a FERC certificate.

MR. MOFFATT answered that in the event that the Denali Project
obtains FT commtnments for gas that the FERC would have reason
to act favorably on its application. However, he highlighted
that doesn’t nean that the FERC can't also authorize a
certificate for TransCanada. He recalled that M. Robinson and
M. Wight previously noted that the FERC can find multiple
projects as required by the public convenience and necessity.
He nentioned two such current projects from the Barnett Shale,
the Mdcontinent Express Project (MEP) primarily sponsored by
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Ki nder Morgan Energy Partners LP; and the Qulf Crossing Pipeline
Project primarily sponsored by Boardwal k Pipeline Partners LP.
He offered that neither project initially had 100 percent
subscripti on agreenent. He explained that MEP filled up first,
and that @l f Crossing has significant additional capacity that
is unsold. However, @Qulf Crossing obtained its FERC certificate
first and is currently in construction, he noted. He further
explained that MEP anticipates its FERC certificate in August
and it wll proceed accordingly. He reiterated that the FERC
has that authority. He offered that in instances in which
significant capacity is unsold that the pipeline conpany can
take the responsibility and risk for the unsold capacity and can
design the rates for recourse rate purposes such that it can
stipulate that the cost cannot be placed on other shippers.

CHAIR HUGA NS inquired as to whether those projects conpare with
Al aska’ s pi peline project.

MR MOFFATT answer ed:

You have various scenarios that develop as to the
| evel of subscription, and whether the conm ssion wll
authorize them when they are not fully subscribed.
Admttedly, they had sone precedent agreenents. | f
the comm ssion has nunmerous tools at hand, rate
maki ng, putting the risk on the applicant, and in the
notice to proceed process holding up actually having

any environnmental inpact until they're convinced that

the project is financed, and that the applicant’s

willing to take the risk. So...they're also large

proj ects. They’'re 1.8, 1.5 Bcf/day, and they are al

in excess of a billion, a billion and a half doll ars.
11:13: 27 AM

MR. MOGEL opined that a certificate from FERC is very val uabl e.
He offered that one of the benefits of the certificate holder is
that it has the right of emnent domain, which neans it can
condemm property in the state along the proposed pipeline route.
He surmised that given that one issue alone that it is highly

unlikely that the FERC wll issue tw certificates for two
pi pel i nes. He further opined that the right of em nent domain
will be a very large factor in reviewing “so called” conpeting
proposal s.

11: 14: 16 AM
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MR. M NESINGER related that one condition that FERC attaches to
any certificate is that “before you dig, before you turn a
shovel of dirt” the FT contracts nust be filed. He opined that
| andowner and enmnent donmain issues wll not actually occur
until the FT contracts were filed. However, M. Mffatt stated
precedent exists, such as the @ilf Cossing Project being
certificated with a significant amount of space not commtted by

FT contracts. He opined that Alaska is nore likely to get a
certificate due to ANGPA, in which the Congress explicitly
determined a national need for this pipeline. Thus, even wth

| ess than full subscription, the state has a “leg up” and while
no guarantee exists, ANGPA already has determ ned the national
need for an Al askan pipeline project, he surm sed. He recalled
that FERC staff indicated that it certificates nultiple projects
and the nmarket “works out” which project gets built. He offered
that a small nunber of producers control a |arge anobunt of gas
in Alaska whereas in the Lower 48 typically nore shippers exist.
He surm sed that the shippers made it clear in their conments

made during the AGQ A process, that they wll not sign firm
contracts to support a pipeline without favorable fiscal terns.
However, if the producers were to sign wunconditional firm

contracts on a Denali Project pipeline, that TransCanada still
has an obligation under AGA to nove forward and to file for a

FERC certificate. He characterized that obligation as a
distinct value to the state by keeping process noving. He noted
not hi ng guarantees that Denali Project will keep noving forward.

He surmsed that the AGQ A process has “spurred” the owners of
the Denali Project to take the action thus far. One benefit of

AG A is to keep that process noving forward. Addi tionally,
other benefits exist, including that the state could *“avail
itself of TransCanada’s work product on this pipeline if it
conmes to that.” He nmaintained that having TransCanada nove

forward with a FERC certificate has a distinct value to state
regardl ess of what happens during an open season.

11:18: 20 AM

MR WRIGHT agreed that ANGPA establishes the “need” for a
pi pel i ne. He explained that the FERC pipeline certificate
policy requires a “showing of need.” However, he highlighted

that requirenent does not necessarily nmean “executed contracts”
but could also be nmet by studies or reports. Therefore, to say
one project sponsor has a “leg up” by having FT contracts signed
does not really provide the sponsor with an advantage. He
opi ned that FERC woul d process both applications and in theory
coul d approve both. Furthernore, he highlighted that FERC w |
not allow two pipelines “to be dug.” He noted that an outside
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possibility exists that each project could obtain FT contracts
for all the capacity, but “that’s not going to happen.” He
said, “W’re going to see one pipeline cone in with contracts
for its capacity and then, and only then is FERC going to all ow
the environnment to be disturbed to put that pipeline in the
ground.”

11:19: 47 AM

CHAIR HUGGA NS agreed with M. Wight that one certificate wll
be issued. He asked the consultants to weigh in if they felt
strongly that nore than one certificate woul d be issued.

MR. SHEPLER related that he could certainly foresee a scenario
in which two certificate applications are submtted to FERC. He
opined that FERC may issue two certificates knowng that only
one physical pipeline will be built. He further opined that who
builds the pipeline will be sorted out by the market and which
pi peline obtains the contracts and financing.

11:21: 06 AM

REPRESENTATIVE GARA inquired as to whether the TransCanada
proposal is disadvantaged by not approving [its |license] now, as
opposed to approving it two or three weeks from now.

MR. VARl GHT answer ed:

| would just like to say one thing on the matter. The
| onger delay there is the less chance field work wll

be able to done this sumer. And what the effect is
of that, no matter who the proponent of the project
is, that wll affect the in service date of any
Al askan pi peli ne. And that means |ess nobney com ng

back to the state, that neans |less gas conm ng down to
Lower 48 in a tinmely manner.

REPRESENTATI VE = GARA expressed concern that by del ayi ng
TransCanada’s ability to file a pre-application, that the
| egi slature is disadvantagi ng TransCanada. He agreed that the
state disadvantages itself, but he reiterated his concern that
the delay disadvantages TransCanada 1in obtaining a FERC
certificate.

MR WRI GHT  answer ed, “1 don’ t believe they are being

di sadvantaged at all in terns of getting consideration from FERC
for a license or what we would call a certificate of public
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conveni ence and necessity. Just, it would affect the ultimte
i n-service date.”

REPRESENTATI VE GARA said he assunmed “the folks not responding
agree with that answer.”

11:23: 56 AM

REPRESENTATI VE GARA offered that the state has asked for a 70
percent debt to equity ratio to keep the tariff down and the

state’s “take” as high as possible. He inquired as to what
| egal standard the FERC would apply to debt equity ratio and if
it wuld be, “can they get stable, good strong financing at

70:30” in its consideration of a debt to equity ratio in an
appl i cation.

MR WRI GHT answer ed:

Well, FERC in the Section 7 filing of the Natural Gas
Act is trying to find what 1is in the public
conveni ence and necessity and that is a rather wde-
rangi ng kind of goal. |"m not an attorney and many
others on the panel my debate this. W go by...in
determning...rate aspects of a project by conm ssion
precedent and by policy. | can’t put ny finger on any
one law or statute that governs debt equity ratios but
it is nore the body of work and the evolution of rate-
maki ng at FERC that cones into play and that probably
transcends a |lot of other rate-related issues as well.

11: 25: 51 AM

MR. M NESI NCER sai d:

| think the standard, in general, is for FERC to | ook
first to the actual debt to equity ratio of the
pi peline applicant before it. And if that is within a
range of reasonableness...it’s going to be approved
typically. If it’s outside the realmof what FERC has
approved in the past, then you could have an issue.
So, because that’s the standard, it gives the pipeline
conpany submtting the application a degree of
di scretion, if you wll, in deciding — | think M.
Pal mer talked about this earlier; there are many
considerations that go into what debt to equity ratio
would a pipeline propose for its initial rates - so
long as you're within that range of reasonabl eness the
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pi pel i ne has sone discretion there to pick the debt to
equity ratio they want. Hence, the benefit of AGQA,
whi ch locks in TransCanada to file for a 70:30, ... is
very advant ageous for the state.

REPRESENTATIVE GARA inquired as to whether the range of
reasonabl eness refers to the financing not being so extrene that
they can't get the financing. He said, “As M. Palner said we
probably can’'t get 99 percent financing, is that reasonable in
terms of being able to get the financing.”

VR. M NESI NGER offered that typically what arises nore
frequently at FERC is when a pipeline files for a debt equity
ratio that “has a lot of equity in it, which produces a higher
rate” since part of FERCs job is to keep rates reasonable for
consuners of natural gas throughout the country. He opined that
this happens nore often in rate cases, and not so nuch during a
certificate proceeding when pipelines have proposed too nmuch
equity in their rates, which results in too high a [debt to
equity ratio] rate. He noted that typically controversy does
not happen when a debt to equity ratio is too |ow He said,
“I't’s usually the other way around.”

REPRESENTATIVE GARA inquired as to whether 70:30 and 75:25
proposal by the state falls in the range of reasonabl eness.

MR. M NESI NGER answered, “Yes, very nmuch so, particularly in a
certificate proceeding - 70:30, 75:25 - those are from the
state’s perspective and from a rate payer’ perspective about as
good as it gets.”

11: 29: 13 AM

MR. SHEPLER surm sed that FERC s concern is an applicant has too
much equity, which wll produce very high rates. He surm sed
that the FERC is not concerned over applicants with too nuch
debt, which would lower tariff rates. He offered that the
problem for pipeline conpanies is how nuch debt “wll the
bankers provide and how nuch can they actually finance.” He

surmsed that the FERC would “love” 100 percent debt financing
for rate purposes, but the banks would be “very leery of that
and you get into the questions of comercial issues that M.
Pal mer was addressing.”

11: 30: 13 AM

JT. HRLS/ SENR COWM TTEES - 40- July 14, 2008



REPRESENTATIVE GARA inquired of M. Palner, as to whether
TransCanada will be prejudiced if the |egislature doe not take a
vote now and delays taking the vote at the end of special
session and whether it would affect the conpany’s field season.

MR. PALMER recalled his response that in the event that
TransCanada had a decision by July 1 that it would be beneficial
to TransCanada and would advance them two nonths in its
schedul e. He noted that if TransCanada knew tonorrow, July 15,
2008, that would help and would save a nobdest anount of tine on
t he published schedul e.

11: 32: 00 AM

CHAIR HUGEA NS reviewed of the time schedule noting that the
| egi sl ature received this [proposal] on June 3, 2008, and that

the legislature authorized 60 days for its review He noted
that currently the legislature is on the 40'" or 41%' day, and
said that he hopes the legislature will conplete its work prior

to the 60 days all owed. He characterized the process as one of
gathering informati on and as an informative process.

11: 32: 45 AM

CHAIR HUGE NS announced that the commttee wll recess until
1:30 p. m

1: 51: 19 PM
CHAI R HUGGE NS reconvened the neeting at 1:51 p. m
1:52:21 PM

REPRESENTATI VE BOB ROSES recalled an earlier discussion and
noted that the FERC would take into consideration concerns by

any intervenors. He further recalled discussions on “wthdrawn
partner liability” and offered that FERC has required filing of
periodic audits of pipeline conpanies. He further noted that

TransCanada has fornmed TC Alaska LLC as a specific entity. He
pointed out that the legislature was advised that partner

liabilities will not be an issue. However, in the event that
partners have not settled with [TransCanada]l] and subsequently
becone i nt ervenors, he i nquired as to any pot enti al

ram fications related to decisions on tariffs or certification.

MR. WRI GHT stated that he cannot provide an answer with respect
to the disposition if any issue relating to [partner
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liabilities] is raised by intervenors. He offered that if the
matter is raised as an issue by any intervenors and nmerits
di scussi on, t hat the FERC wll certainly examne any
ram fications and inplications. He said, “Right now I'm
peri pherally aware of the issue but until we see a full blown
presentation, | cannot comrent on how we would dispose of that
issue at this point.” He further stated that all issues raised
by intervenors will be addressed by FERC

1: 54: 57 PM

REPRESENTATI VE HAWKER recalled earlier testinony in which FERC
staff commented on a proposal with FT and one wthout. He
surmsed that his sense was that “it really doesn’'t nake an
awful lot of difference.” He expressed concern wth the
conclusion in FERCs fifth report to Congress that stated a
project sponsor may file a certificate application for a natura

gas pipeline without FT commitnents. He quoted, “However, this
woul d be a less than desirable situation.” He surm sed that the
conclusion seened a little incongruous wth this norning s

testimony and asked for clarification.

MR. WRI GHT answered that not having shippers lined up would be
“l ess than a desirable situation” given the financial commtnent
and comm tnent of resources for the pipeline. However, he noted
that nothing prevents the FERC from processing an application
wi thout FT. He pointed out that ANGPA establishes a presunption
of need. Therefore, it is not necessary to presune need by
virtue of contracts. He characterized the FERC report nentioned
as providing an opinion that if a pipeline had the shippers
lined up that the project would proceed nore expeditiously.

REPRESENTATI VE HAWKER related his understanding then that no
| egal inpedinment exists and that FERC s report to Congress is an
opi nion of how to best proceed.

1:57:56 PM
SENATOR WAGONER commented, “lI have sat on a one-|egged stool
many tines with ny head up against the flank of a mlk cow so
sonetimes one-legged stools are very necessary pieces of
equi pnent .”
1: 59: 05 PM

The commttee took an at-ease from1:59 p.m to 2:01 p. m
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2:01:28 PM

CHAIR HUGEA NS related M. Keough's background as chair of the
Bennett Jones LLPs regul atory departnent, who appears before the
Nati onal Energy Board (NEB), the Alberta Energy and Utilities
Board as well as the British Colunbia Uilities Comm ssion and
the public wutilities boards of the Yukon and Northwest
Territories, and represents clients before a variety of other
government bodies and agencies as part of project devel opnent

wor k. Prior to entering private practice, he acted as counse
to the NEB and also spent several years wth the Federa
Departnent of Energy, Mnes and Resources, he stated. M.

Keough speaks on the subject of procedures, approvals, and
necessary applications involved in exporting gas to the U S. and
on recent legislative and regulatory devel opnents in the oil,
gas and electricity fields. [Additionally, Loyola has co-
authored a chapter on the National Energy Board for a multi-
volune publication by Matthew Bender entitled Energy Law and
Transacti ons. M. Keough 1is an appointed director of WBI
Canadi an Pipeline, Ltd., Interenergy Sheffield, Pipeline Ltd.
and Nytis Exploration.]

CHAIR HUGA NS asked M. Shepler to provide an overview of a meno
he provided to the commttees.

2:02:44 PM

MR. SHEPLER related that with respect to the range of conm ssion
approved capital structures that he has provided Chair Huggins a
memo from Geenberg Traurig dated in 2007 as part of the
“findings packet appendi x” which highlights the capital
structure of a nunber of pipeline projects that were certified
by the FERC. He referred to a table that shows the average debt
of the approximate 25-30 pipeline conpanies listed as 66
percent, with a high debt structure of 75 percent and a | ow debt
structure of 35 percent. He opined that generally speaking any
capital structure with debt between 35-75 percent would be
within a range of reasonabl eness that the FERC m ght accept. He
expl ai ned that the converse of the percentages highlights that a
conpany with 35 percent debt has 65 percent equity and a conpany
with 75 percent debt has only 25 percent equity. He suggested
that the range is broad and that the 70:30 capital structure
mandated by AG A is commercially reasonabl e

CHAIR HUGEA NS offered to provide a copy of the neno to nenbers

who wi sh to have one. He recalled that three conpanies listed a
75:25 debt to equity ratio.
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2:05:13 PM

LOYOLA KEQUGH, Attorney, Bennett Jones LLP, Calgary, Alberta,
i ntroduced hinsel f.

2:05:36 PM

REPRESENTATI VE FAIRCLOUGH recalled testinony given at the
Fai rbanks hearing regarding current transportation funds
remtted to Canada to [perform maintenance] for the Al aska
H ghway may be zeroed out. She inquired, with respect to his
experience with NEB, what costs are allowed for nmaintenance,
specifically mai ntenance of a highway route inside Canada.

MR. KEOUGH answered that he was not sure that would be a norma
type of expense that would be included. He said he thought that
some connection would need to be made that denonstrates the
necessity to maintain the highway to enable access to the
pipeline in order to have a reasonable chance of having it
included in the pipeline's revenue requirenent. He suggested
that if maintenance of the highway for passage of vehicles was
unrelated to the pipeline that parties could challenge the
reasonabl eness of its inclusion. He said he was not aware of a
circunstance in which such a charge was all owed. He noted that
if roads nust be maintained to allow access to pipeline
facilities the maintenance costs have been al | owed.

2:08:37 PM

REPRESENTATI VE FAI RCLOUGH specified the highway portion that
runs through Canada and inquired as to whether if the highway
becomes eroded due to truck traffic and construction, if on a
limted basis the NEB would consider including the cost of
resurfacing the highway portion in the tariff.

MR. KEQUGH opined that an argunment could be nmade that the road
needed to be mamintained to ensure access to pipeline.

2:10: 01 PM

REPRESENTATI VE FAI RCLOUGH posed an exanple of heavy truck
traffic on the Haul Road to the North Slope and explained the
difficulty the state had to attenpt to mamintain the road. She
expressed concern that the proposed project construction would
affect the Alaska Highway and will require increased naintenance
costs for Canada and the United States. She inquired as to what
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extent the firm transportation (FT) costs would be affected.
She related her understanding that M. Keough concurs that if a
nexus can be made between the need for road inprovenent due to
increased activity associated with the pipeline construction
that NEB woul d consi der including the maintenance costs.

MR. KEOQUGH noted his agreenent. He pointed out that an argunent
could be nade that if the highway did not exist greater costs
woul d be incurred to build it.

2:11:57 PM

REPRESENTATI VE FAI RCLOUGH commented that it is inportant as the
| egislature reviews the reauthorization of the federal dollars
in the appropriation to Canada to maintain the Al aska section of
hi ghway that it would be increasingly valuable to Alaska to
ensure that the funding is maintained.

REPRESENTATI VE OLSON inquired as to whether the treble damages
provision is unique to AGA or if other natural gas |lines have
sim lar provisions.

MR. MOGEL answered that it is unique project and that he is not
aware of any other project that closely resenbles this project.

MR. SHEPLER noted his agreenent.

MR. PALMER offered that when TransCanada’s main line was
constructed that the governnent owned the section in Northern
Ontario and financially *“backstopped” the section across
prairies. He noted that it was so successful that within 3
years TransCanada owned 100 percent of it. He opined that
financial “backstopping” of long line projects of this nature to
open basins have occurred in Canada 50 years ago.

MR. WRI GHT commented that the Wom ng Pipeline Authority, which
has $1 billion of bonding authority for pipeline projects
originating in its state. He said he cannot recall anything
renmotely simlar to AG A

MR. PALMER thanked the nenbers and offered his wllingness to
respond to any further questions during the process of
considering this bill.

2:15: 36 PM
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CHAIR HUGA NS announced that the Senate Energy Conmittee
schedule will be forthcom ng.

REPRESENTATI VE SAMJELS announced that the House Rules Standing
Commttee will neet on Mnday, July 21, 2008, followed by a
| egi sl ative session at 4:00 p.m He opined that HB 3001 would
be voted on by the |egislature on Tuesday or possi bly Wdnesday.

CHAIR HUGA NS offered that the commttees “sifted through sone
very inportant information.”

The committee took an at-ease from2:18 p.m to 6:14 p. m

6:14:11 PM

CHAIR HUGG NS called the neeting back to order at 6:14 p.m He
described the procedure that would be followed to hear public
t esti nony.

6: 16: 39 PM

BILL LEIGHTY, Director, Leighty Foundation, infornmed the nenbers
that he was a 36 year resident of Juneau and a small business

owner . He said that he has spent seven years co-authoring
research papers on the problem of the transm ssion of |arge
scal e stranded renewabl e resources. Hs first point was that

there are ways to nonetize [Al aska North Slope (ANS)] gas other
than delivering nethane by a pipeline; the gas could be
converted at the North Slope into either hydrogen or electricity
with the byproduct CO2 used to maintain reservoir pressure. He
pointed out that there is a growng market in Canada for
hydr ogen. He explained that 4.0 billion cubic feet per day

(Bcf/d) is about 50,000 negawatts; in fact, the |argest
transm ssion system possible is about 4,000 negawatts.
Therefore, it is possible to build twelve large electric

circuits, thereby delivering a fuel wthout carbon content.
Secondly, if the pipeline is to be built by TransCanada or
ot hers, conposite reinforced line pipe should be used in order
to ensure that hydrogen could also be transported, if desired
He cautioned that it is difficult to predict what is going to be
i mposed upon [governnents] to internalize the external cost of
carbon em ssions. Sending nethane down a pipeline just deflects
the carbon disposal problem onto the custoners. Thirdly, he
opined that the legislature needs to consider ANS gas in the
gl obal energy context by inplenentation of a wuser friendly
nodeling tool instead of |ooking at "a plan that's been hatched
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by other people.” M. Leighty offered to provide his concepts
by letter to the committees.

6:19: 53 PM

JAMES H WLLIAM related a personal story. He then spoke
against giving the state's mnmneral resources to a "hostile
nation." He recomended bringing the gas to Valdez, |iquefying

it, and putting it on the market to the Lower 48 and Canada. He
poi nted out that natural gas can be used in Al aska for value-

added industry, hone heating fuel, vehicle fuel, and for
electricity. M. WIllians |isted reasons that the proposal was
"not an extrenely good way of thinking." He concluded that the

resources must be wused for the benefit of all Alaskans by
building a line to Valdez that would al so supply Anchorage. He
opined that the [citizens of] the state are going broke and wl|l
have to |eave because they can not afford $6 diesel to heat
their homes. In response to Chair Huggins, M. WIlians said
that AGA was "insanity."

6:24:18 PM

HENRY STEVENS informed the nenbers that according to [the
Nat i onal Geographic Society], there is enough natural gas in
Al aska to support the world for 100 years. The use of natural
gas will also elinmnate pollution, he opined. He said that he
has been following Exxon's 20 year attenpt to get permssion
from Congress to build a pipeline on the basis that there is
only one customer, the United States. M. Stevens cautioned
that the United States is in a recession; in fact, next wnter
fuel may cost $5 or $6 per gallon. He pointed out that the oil
pipeline cost $8 billion to build in 1975 and would cost $28

billion in today's dollars; thus a 1,700 mle pipeline [wll]
cost about $90 billion. He then asked, "Wwo wll own the
pi peline?" He opined that Canada will benefit from the pipeline
and Alaska will be the first state to "outsource"” in the United
St at es.

6:32:16 PM

ALAN KEECH stated that he has been a resident of Tok since 1979.
He encouraged legislators to vote in favor of the TransCanada
pi pel i ne proposal because TransCanada has fulfilled the purpose
and the intent of AGQA He opined that the state should follow
the intent of AGA and urged legislators to award the pipeline
contract to TransCanada Cor porati on.
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6: 33:44 PM

W LLI AM WARREN said that he was a 55 year resident and a
retired pipe fitter for Local 357. He thanked the l|egislators
for the open process, and expressed his appreciation for the
"road show' and for Gavel to Gavel [television coverage]. M .
Warren referred to his experience in the trade and strongly
urged nenbers to "pass the TransCanada deal ... because of the
honesty and clarity of the process.” He said that he does not
trust the oil cartel; the state's interest is protected by AG A
He enphasized the need for the state to conplete the Y-line
option, even if the big line is never built. M. Wirren
remar ked:

In regards to what we can do now ... we need to go
with in-state gas now and we need that big “D to
G ennallen route; we need to have it AGA legal and it
has to be expandable ... which probably nmeans a 24
i nch pipeline.

6:37:25 PM

PAUL D. KENDALL pointed out that every situation continues to
evolve and there should be participation at every avenue. He
expressed his support of the passage of AGA his faith in the
governor, the AG A team and "those legislators who are truly

seeking a better place for us citizens of Al aska.” He opi ned
that the better place is nore individual free will. M. Kendall
remar ked:

| still remain nore convinced now than | was before

that this pipeline' s probably not going to go. ... The

oil companies are all coordinating as a pack ... they

don't want this line to go, and it may be because it

will upset the economc foundation ... in the Lower

48.

MR. KENDALL stated his pride in the ADA team and "all of you,
as to where you're going and where you' re headed, and | think
where Al aska's headed once we get the AG A passed and noved on."
He noted his interest in gas being trucked to Fairbanks [by
Exxon], but cautioned against the state investing in a gas line.
He re-stated his support for the AGA team M. Kendall said
that he also appreciated the testinony by M. Leighty, in fact
the entire world is now noving toward water based energy, fuels,
and technol ogy. He read from a docunment and said, "By 2010,
[the oil and gas and auto industry] can create the national
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hydrogen fuel infrastructure needed to support fuel cel
vehicles.” He concluded that there is a transition to
electricity based on water; after the gas line the state can
begin to ook at its vast resources. M. Kendall opined that if
Al aska noves on a large electrical grid line based upon water
"you are about to see a new awareness of freedons never
experienced before."

6:44. 00 PM

ALFRED MCKINLEY SR, Chairman, Legislative Commttee, Al aska
Native Br ot her hood ( ANB) G and Canp, expressed hi s
organi zation's concern that citizens of Al aska who have a DW
[driving while inpaired conviction] wll not be allowed to work
on the pipeline in Canada. He opined that it is wong to
prevent enploynent because of one mstake and encouraged the
commttee to look into this situation. He then stated his

support of the all Alaska line to Val dez.
6:48: 31 PM

MERRI TT PI ERCE, Menber, Board of Directors, Al aska Natural Gas
Port Authority (ANGPA), noted that circunmstances have changed
since the conception of AG A one year ago. Speaking on his own
behal f, M. Pierce stated his strong opposition to the
TransCanada proposal and pointed out that 80 percent of Al askans
support the all Alaska gas |line to Val dez. M. Pierce rem nded
the nenbers of the voter mandates in support of a gas line to
Val dez and opined that to go forward "first we need the voter
support, we need the noney, we need the positive econom cs, and
of course, we have all of these things." He observed that the
proponents of the TransCanada deal do not conprehend what Al aska
can do with the windfall profits fromoil to benefit Al aska. He
remar ked:

You've got 234 trillion cubic feet of estimted gas
reserves in the North Slope basin. That gas is worth
almpost $5 trillion if sold at the premum world
prices; in Japan, where security of supply is nore
i mportant than price, gas prices are well over $20 per
MVBt u. If we sell our gas into the North Anerican
market, it makes our gas worth about $2.8 trillion.

So, to access the $5 trillion nonetization of gas,
all we have to do is build a $12 billion pipeline to
Valdez. ... W have a critical, critical, energy
crisis in the Interior of rural Al aska and in Val dez,
and |I'm certain that Mayor Witaker has nmade very
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clear to you what that <crisis is doing to the
Fai rbanks North Star Borough, as well to our mlitary
bases.

MR. PIERCE continued to explain that Fairbanks can not wait
until 2018 for TransCanada to 1issue “project sanction” s
absolutely not acceptable. Alternatively, wth its new ound
weal th, Alaska can buy certainty by nmoving forward with an
Al aska owned gas line, with a rate of return of 14 percent on
equity, and bring increased diversification of its incone
stream He sunmarized that the TransCanada deal does not have a
specified pipeline route or specified Alaska delivery points,
too few Al aska delivery points, “project sanction” that my not
happen until 2018, [unsettled] aboriginal land clains issues in

Canada, loss of value added industry to Canada, and the
possibility of the future sale of the pipeline. Furt her nor e,
the proposal does not solve the energy crisis, does not provide
certainty that the pipeline will be built, is not consistent

with voters' wshes, fouls the Canadian environment, and wl]l
get the lowest price for the gas and wthout investnent in
Al aska. M. Pierce conpared the benefits of the all Alaska |ine
that are: the voter mandate to build; the voter support for a
pipeline to Valdez; early conpletion of the project; jobs and
val ue added industry; 18 delivery points; |ow capital cost of
$12 billion; conpanies prepared to build the liquefaction plant;
not |locked into one market; the highest price for Al aska's gas;
a 14 percent rate of return; |low cost gas to Al aska comunities;
conplies with the Alaska Gl and Gas Conservation Comm ssion
off-take limts; connection with the highway Iline at Delta
Junction; and early construction and conpl eti on.

6:57:13 PM

JOHN SANDOR inforned the nenbers that he cane to Al aska in 1953
to serve as a regional forester, and also served as the
Comm ssioner of the Departnment of Environnmental Conservation
(DEC). He stated his support for the special session on energy.
However, he opined that there should be a focus on all aspects
of energy and provisions for the outlying communities, for
exanple, the hydropower opportunities in Southeast Al aska.
Studies have identified 201 hydroelectric projects that are
possible in Southeast Alaska and further connections to
hydroel ectric in British Colunbia that were never considered due
to the low price of oil. He opined that it is a serious m stake
to approve AG A or the all Alaska pipeline wthout |ooking at
ot her opportunities to address the energy needs of the villages.
In sunmary, M. Sandor asked nenbers to | ook at each regi on and
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find affordable energy for every part of the state. |In response
to Chair Huggins, he expressed his preference for the all Al aska
pi peline to Val dez.

CHAIR HUGA NS assured M. Sandor that during this special
| egislative session, that the legislature will be addressing the
task of additional energy needs within the state.

7:02:14 PM

JERRY MCCUTCHEON characterized the legal wuncertainties between
AG A and TC Alaska as a "legal swanp." He spoke of the $10
billion w thdrawn partner exposure that TransCanada transfers to
proposed partners and shippers. |In fact, by 2018, the liability
will be greater than the cost of the gas |ine, he opined. | f,

as TransCanada argues, there is no exposure, it should provide
the state with a hold harmnl ess agreenent and insurance agai nst
| 0ss. Furthernore, there is additional exposure under the
triple damages clause in AGA and the prohibition of future
| egislature's ability to participate in another mainline gas
line, spur line, or bullet line. M. MCutcheon said:

Not one single legislator wants to know how much oil

remains to be produced in Prudhoe Bay ... [and] how
much oil will be at risk by suing the oil conpanies to
unseal their court records. ... No | egislator cares

about how much oil may be sacrificed by the premature
wi t hdrawal of gas from Prudhoe Bay.

MR. MCCUTCHEON related a story that illustrates the value of
oi l. He observed that this legislature demands to take the gas
prematurely, to ship the resources out of the state without [the
benefit of] value added industry, and to prohibit future
| egislatures from acting in the best interests of Al aska. He
sumari zed his opinion of the current |egislature.

7:06: 31 PM

TOM LAKCSH reiterated the need to extract all of the oil
resources necessary. He also agreed with the recommendation to
solicit insurance to cover TC Alaska's Iliability under prior

contracts. Returning to the issue of enhanced oil recovery, M.
Lakosh referred to his research that reconmended a conbination
of CO2 and 15-30 percent of natural gas liquids injected into

the stratum to force evacuation of the heavy oils. He opi ned
that this is an opportunity to recover heavy oils from Point
Thomson and whether or not AG A or Denali proceeds, it is

JT. HRLS/ SENR COWMM TTEES -51- July 14, 2008



necessary to get the oil and the gas for a cost effective use of
t he pipeline. He remarked:

|f Denali follows through they're going to charge us
nore for a pipeline because of their equity interest.
And so, you have to make it as cost effective for a
shipment of as nuch gas as possible in the open
season. You're going to have to wite legislation to
ask for new plans of developnent to reflect the
price of oil, to provide for enhanced oil recovery
commensurate with the new prices of oil. ... Second,
pass a law requiring carbon sequestration where there
are readily available reservoirs for injection of CQO2.

MR. LAKCSH continued to point out the availability of carbon
di oxide (C02) and water from coal beds and coal bed nethane

production on the North Slope. The CO2 and water can be
reinjected into oil fields, thus the gas is freed wthout the
sacrifice of oil in the process. He wurged nenbers to

investigate what it would take to develop resources in a
sensible and responsible matter and to protect the state from
liability. In response to Chair Huggins, M. Lakosh did not
endorse either project.

7:12: 43 PM

CHAIR HUGE NS asked for further testinony. He then briefly
di scussed the testinony heard around the state and congratul ated
the |l egislators and support staff for their participation.

7:13: 08 PM
The conmttee took an at-ease from7:13 p.m to 7:24 p. m
7:29: 04 PM

GECRCE BROM Pediatrician, referred to the previous testinony
from the nediator invited by Senator MQuire. Dr. Brown
encouraged everyone to think about Alaska's children and for
their sake, the w se use of npbney and energy. Dr. Brown noted
that the Alaska's Children's Trust Fund board is working to
prevent child abuse and to help famlies obtain access to good
nmedi cal care and educati on. Dr. Brown said, "This is where |
hope we wll focus as a community, so that the resources

will really be used for all the people of Al aska, and especially
its future citizens." In response to Chair Huggins, Dr. Brown
stated that his preference for the pipeline project is that it
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be done cooperatively and includes |looking at alternative
sour ces of energy.

7:29:29 PM

[ HB 3001 and SB 3001 were held over.]

7:29:39 PM

ADJ QURNIVENT

There being no further business before the conmttees, the Joint

Meeting of the House Rules Standing Committee and the Senate
Special Commttee on Energy was adjourned at 7:29 p. m
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